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Project  Lend  was  funded  by  a  Housing  and  Urban  Development  (HUD)  grant.  The  project 
was  developed  to  test  for  systemic  discrimination  in  housing,  particularly  through  the 
denial  of  home  buying  opportunities  for  African  Americans  and  Latinos.  Banks  and  other 
mortgage  lenders  in  effect  control  who  is  able  to  purchase  a  home,  based  on  their 
mortgage  lending  practices.  In  an  effort  to  determine  if  there  was  mortgage  lending 
discrimination  in  the  greater  Boston  area,  Project  Lend  aimed  to  conduct  audits  at  the  pre- 
application  stage  focusing  on  how  people  are  treated  prior  to  submitting  a  loan 
application. 

A  review  of  1993  Home  Mortgage  Disclosure  Act  (HMD A)  data  on  Massachusetts 
lenders  indicated  that  there  was  sufficient  evidence  to  infer  that  discrimination  occurs  in 
mortgage  lending.  In  order  to  verify  this,  the  MCAD  set  out  to  do  an  objective  analysis  of 
the  industry.  After  selecting  a  pool  of  lending  institutions,  we  matched  the  African 
American  and  Latino  testers  with  similarly  qualified  white  testers.  The  project  was  divided 
into  two  phases  of  pre-application  testing.  We  controlled  the  variables  at  the  pre- 
application  stage  by  assigning  testers  similar  home  buying  characteristics  and  comparable 
income  and  debt  levels.  Project  Lend  recruited  individuals  to  pose  as  prospective  home 
buyers  during  test  visits  to  area  financial  institutions. 

Phase  I  of  the  testing  program  consisted  of  54  pre-application  tests.  This  preliminary 
testing  was  used  to  design  the  next  testing  phase  of  Project  Lend.  A  total  of  twenty  testers 
conducted  fifty-four  audits  of  local  lending  institutions.  The  purpose  of  Phase  I  was  to  fine 
tune  the  testing  methodology  and  to  identify  sites  that  should  be  studied  more  closely  in 
the  next  phase.  Phase  I  of  the  pre-application  testing  proved  valuable  in  discovering 
ambiguities  in  the  report  forms,  problems  in  testing  logistics,  and  weaknesses  in  the 
method  of  analyzing  results.  The  revisions  that  were  made  in  the  testing  plan  and 
documents  proved  to  be  invaluable  in  Phase  II  of  the  pre-application  testing.  In  total,  the 
MCAD  conducted  132  pre-application  tests. 

Phase  II  benefited  from  the  experience  of  all  previous  efforts  to  test  and  was  the  most 
successful  testing  phase  of  Project  LEND.  We  hired  individuals  to  conduct  78  pre- 
application  audits  of  38  sites  over  a  two  month  period.  The  sites  were  visited  two  or  three 
times. 

While  differential  treatment  was  uncovered  in  our  testing  project,  it  occurred  at 
various  levels.  The  largest  difference  was  in  the  amount  of  encouragement  to  pursue 
the  loan  at  a  particular  institution  and  the  level  of  pre-qualification  assistance  given 
to  applicants  of  different  races. 


15  out  of  78  tests  displayed  differential  treatment.  Three  of  these  lenders  treated 
whites  better  than  minorities  in  two  out  of  three  tests.  In  addition,  the  study  found  that 
a  minority  loan  applicant  is  less  likely,  than  a  similarly  situated  white  applicant,  to  be 
pre-approved  or  encouraged  to  apply  upon  first  inquiry  at  a  lender. 

The  study  further  concludes  that  race  is  a  significant  factor  in  the  loan  process. 


I.  Introduction 

Background 

Over  the  past  decade  numerous  studies  have  acknowledged  racial  disparities  in  the 
approval  rates  of  white  and  minority  mortgage  applicants.  Such  studies  have  shown  that 
African  American  and  Latino  applicants  are  significantly  less  likely  to  be  approved  for  a 
loan  than  white  applicants  within  the  same  income  bracket.  Assuming  that  at  least  part  of 
the  disparity  is  caused  by  discriminatory  practices,  such  traditional  studies  cannot  show  at 
what  stages  in  the  process  discrimination  occurs.  Just  as  important,  examining  only 
approval/rejection  rates  overlooks  those  minority  applicants  who  are  discouraged  from 
submitting  applications  or  otherwise  treated  less  favorably  than  whites  when  they  first 
inquire  at  a  lending  institution;  the  key  here  is  the  quality  and  type  of  information  and 
service  provided  to  the  applicant. 

One  notable  study  of  race  in  mortgage  lending,  carried  out  by  the  Boston  Federal 
Reserve  Bank  in  1992,  attempted  to  control  retroactively  for  financial  attributes  such  as 
credit  history,  income,  and  debt  burden.  The  Federal  Reserve's  study  found  that  after 
controlling  for  such  variables,  minority  applicants  were  still  significantly  less  likely  to  be 
approved  for  a  mortgage  loan  than  their  white  counterparts.  Following  its  release,  the 
study  raised  questions  regarding  the  mortgage  lending  community  and  in  the  ensuing 
controversy  many  lenders  questioned  the  study's  design  and  analytical  framework.  The 
furor  over  the  Federal  Reserve  Bank's  findings  only  underscores  the  need  for  further 
investigation  of  mortgage  lending  discrimination. 

There  is  no  consumer  transaction  more  important  to  Massachusetts  residents  than 
the  purchase  of  their  own  homes.  If  minority  home  seekers  do  not  have  equal  access  to 
mortgage  loans  and  information  regarding  them,  it  can  be  an  tremendous  obstacle  to  home 
ownership  for  many.  The  denial  of  loan  access,  and  thus  purchasing  power,  to  minority 
home  buyers  effectively  means  the  denial  of  opportunity  to  build  wealth  and  independence 
for  a  significant  portion  of  the  population.  Through  their  control  of  credit,  banks  and  other 
lending  institutions  are  in  effect  gatekeepers,  determining  who  can  and  cannot  buy  a  home. 
Therefore,  it  is  critical  that  the  industry  be  monitored  for  compliance  with  laws  prohibiting 
racial  discrimination. 

Among  the  difficulties  inherent  in  uncovering  fair  lending  violations  is  the  subtle 
nature  of  most  racial  discrimination.  More  so  than  in  the  past,  racial  discrimination  often 
comes  with  a  smile  and  a  handshake  rather  than  overtly  discriminatory  statements. 
Mortgage  lending  discrimination  can  take  the  form  of  underwriters  applying  different 
standards  to  minority  applicants,  staff  spending  less  time  explaining  the  lender's  products 
to  minority  applicants,  white  applicants  receiving  helpful  hints  or  more  coaching,  and 
white  applicant  being  "selectively  encouraged"  to  apply  for  a  mortgage.  While  many 
minority  loan  applicants  may  suspect  they  are  victims  of  lending  discrimination,  they 
cannot  confirm  this  because  they  know  of  no  similar  white  applicant  whose  treatment 
contrasts  with  their  own.  Without  a  proactive  tool  such  as  Project  LEND's  matched-pair 


Digitized  by  the  Internet  Archive 

in  2012  with  funding  from 

Boston  Library  Consortium  Member  Libraries 


http://archive.org/details/projectlendmortgOOmass 


testing,  the  MCAD  can  only  react  by  investigating  charges  of  discrimination  filed  by 
complainants,  thereby  failing  to  root  out  a  possibly  larger  number  of  unseen  violations. 
There  are  few  mortgage  lending  discrimination  complaints  filed,  since  applicants  may  lack 
the  evidence  to  prove  such  charges  and  lenders  may  appear  to  have  legitimate  reasons  for 
treating  the  applicant  differently.  Without  a  study  controlling  for  such  variables  as 
characteristics  of  the  loan  applicant's  financial  profile,  property  cost  and  loan  amount,  and 
the  varying  qualifying  ratios  (loan-to-value,  debt-to-income)  used  among  lenders,  it  is 
difficult  to  credit  charges  of  discrimination.  Based  on  the  premise  that  a  case-by-case 
study  would  more  effectively  analyze  both  systemic  inequalities  and  individual  offenses, 
Project  LEND  was  established  to  uncover  patterns  and  specific  instances  of  racial 
discrimination  in  Boston-area  mortgage  lending. 

Project  LEND  focused  on  treatment  of  loan  applicants  at  the  pre-application  stage, 
when  race-based  applicant  screening  would  be  most  likely  to  occur.  If  a  potential  applicant 
is  told  at  this  stage  that  he/she  is  not  qualified  for  a  mortgage  loan,  he/she  will  probably 
not  proceed  with  the  application.  Thus  the  pre-application  screening  eliminates  an 
important  subset  of  the  applicant  pool  ~  a  subset  ignored  by  previous  fair  lending  studies. 
Studies  such  as  the  Boston  Federal  Reserve's,  along  with  a  case-by-case  examination  of 
loan  files  in  The  New  York  State  Banking  Study  and  a  statistical  analysis  of  an  Atlanta 
bank's  lending  practices  by  the  Center  for  Forensic  Economic  Studies,  begin  their 
investigations  at  a  point  in  the  loan  process  where  the  lender  had  already  made  several 
significant  judgments  concerning  the  applicant. 


After  examining  geographical  distribution  and  logistical  issues,  38  of  the  78  target  sites 
were  chosen  for  the  Pre- Application  phase  of  the  project .  These  sites  include  a  mixture  of 
small  and  large  banks,  medium  and  small  mortgage  companies  in  both  Boston  proper  and 
its  surrounding  suburbs. 

Sites  Tested  (actual  lender  names  have  been  omitted) 

1 1  Small  savings  banks  —  suburban 

8  Small  cooperative  banks  —  suburban 

5  Large  banks  ~  city 

2  Small  banks  —  suburban 

2  Medium  mortgage  companies  ~  suburban 

2  Small  private  mortgage  companies  ~  suburban 

1  Small  private  bank  and  trust  ~  city 

1  Small  cooperative  bank  —  city 

1  Small  savings  bank  —  city 

1  Medium  bank  ~  suburban 

1  Medium  savings  bank  —  city 

1  Small  national  bank  ~  suburban 

1  Medium  savings  bank  ~  suburban 

1  Medium  bank  and  trust  ~  suburban 


IV.  Results 

The  test  results  from  Project  LEND  confirmed  that  mortgage  lending  discrimination  can 
be  subtle  and  deliberate  or  unintentional  and  unconscious.  In  several  tests,  there  were 
incidents  of  differential  treatment  ranging  from  slight  to  significant.  There  was  no  clear 
incidence  of  blatant,  overt  discrimination.  In  most  cases,  the  differences  in  treatment  could 
only  be  discerned  by  comparing  the  tester's  report  forms. 


Findings 

To  obtain  a  detailed  picture  of  differences  in  treatment  that  emerged  from  each  audit, 
scores  were  calculated  for  each  of  the  following  seven  categories: 

-  Customer  Service 
Diminished  Opportunity 
Data  Retrieval 
Follow-Up 
Encouragement 
Terms  and  Conditions 
Qualification 


Using  this  methodology,  the  findings  of  this  study  can  be  summarized  as  follows: 

Customer  Service 

The  Customer  Service  category  includes  questions  that  deal  with  reception,  accommodation, 
hospitable  acts  and  services  provided  to  the  applicant  during  his  or  her  visit  to  the  institution.  Nine 
of  the  audits  showed  significant  differential  treatment  in  Customer  Service. 


Diminished  Opportunity 

This  category  includes  questions  that  address  any  actions  taken  by  a  representative  of  the  lender 
that  might  discourage  or  otherwise  impair  an  applicant's  opportunity  or  desire  to  obtain  a  loan. 
There  were  no  incidences  of  Diminished  Opportunity. 


Data  Retrieval 

The  Data  Retrieval  category  deals  with  the  kinds  of  information  that  an  interviewer  solicits  from  a 
potential  applicant.  While  some  requests  are  appropriate,  probing  questions  consistently  directed  at 
a  particular  group  are  not.  Twelve  audits  showed  significant  differential  treatment  in  Data 
Retrieval. 


Follow-Up 

This  category  refers  to  the  extent  to  which  an  interviewer  maintains  contact  with  an  applicant  after 
the  initial  interview.  Five  audits  were  significant  in  follow-up. 


Encouragement 

This  category  includes  questions  dealing  with  the  extent  to  which  valuable  information  is  imparted 
to  applicants.  Fifteen  audits  showed  significant  differential  treatment  in  Encouragement. 


Terms  &  Conditions 

The  Terms  and  Conditions  category  captures  any  deviations  from  standard  operating  procedure. 
Five  audits  showed  significant  differential  treatment  in  Terms  &  Conditions. 


Qualification 

This  category  measures  the  extent  to  which  the  lending  officer  attempted  to  pre-qualify  the 
applicant.  Fifteen  audits  showed  significant  differential  treatment  in  Qualification. 


Significance  of  race  of  the  lending  officer 

Discrimination  testing  at  lending  institutions  revealed  that  the  Latino  and  African 
American  testers  received  better  or  equivalent  treatment  in  almost  all  instances  where  they 


met  with  a  minority  lending  officer.  Minority  testers  who  interviewed  with  minority 
lending  officers  were  often  told  more  about  the  process,  given  application  packets, 
brochures  and  booklets  on  home  buying,  and  provided  helpful  hints  to  help  them  qualify 
and/or  save  money. 


However,  only  in  6%  of  the  tests  performed  by  minorities  did  they  interview  with  a 
minority  lending  officer  compared  to  94%  of  the  tests  where  white  testers  met  with  white 
lending  officers. 


Results  indicated  that  minorities  who  visited  lending  institutions  where  minority  lending 
officers  were  employed  often  received  better  treatment  that  those  that  did  not  even  if  they 
did  not  actually  interview  with  a  minority  lending  officer.  Furthermore,  a  female  African 
American  tester  experienced  fewer  instances  of  differential  treatment  than  her  male 
counterparts.  The  minority  female  experienced  one  instance  of  differential  treatment 
compared  to  nine  for  the  African  American  males  and  five  for  the  Latino  male. 


Conclusion 

There  is  no  consumer  transaction  more  important  to  Massachusetts  residents  than  the 
purchase  of  their  own  homes.  If  minority  home  seekers  do  not  have  equal  access  to 
mortgage  loans  and  information  regarding  them,  it  can  be  an  tremendous  obstacle  to  home 
ownership  for  many.  The  denial  of  loan  access,  and  thus  purchasing  power,  to  minority 
home  buyers  effectively  means  the  denial  of  opportunity  to  build  wealth  and  independence 
for  a  significant  portion  of  the  population.  Therefore,  it  is  critical  that  the  industry  be 


monitored  for  compliance  with  laws  prohibiting  racial  discrimination.  The  MCAD  will 
work  in  cooperation  with  area  lenders  to  provide  training.  Last  fall,  lenders  were,  invited  to 
attend  one  of  the  PROJECT  LEND  EXPOSURE  seminars  throughout  New  England.  In 
order  to  ensure  that  lending  institutions  adhere  to  fair  lending  practices  in  the  future,  they 
will  be  encouraged  to  implement  fair  lending  training  programs  i.e.  self-testing. 


